have waivers excepting them in large measure from the rules on import access. Many of the non-tariff import measures now in common usage, such as variable levies, minimum import prices and "voluntary" export restraint agreements, did not exist at the time the GATT was drafted.
Whether these "grey area" measures are consistent with the requirements of the GATT has never been fully resolved. Exceptions to GATT rules are also allowed for actions to protect human, animal or plant health, or to conserve natural resources. There are virtually no rules disciplining the use of such measures, which can operate as barriers to trade.
In addition, in contrast to industrial products, GATT permits the use of export subsidies on primary products, including semi-processed agricultural products. The vaguely defined limitation on agricultural subsidies allowing respect for "equitable market shares" has made any disciplines difficult to apply. The situation is now exacerbated by structural surpluses, third world debt problems and new production technologies.
The resulting trade distortions are well known. Tariffs have been replaced by non-tariff barriers to agricultural imports. Domestic support levels are increasingly out of line with market signals. World markets have been depressed by subsidized exports (often from high cost producers). Despite GATT success over the years in reducing tariffs, in bringing order to trade in industrial products, and in providing a forum for the discussion and resolution of most trade issues, much of agricultural trade has effectively avoided its disciplines. 
Key Issues
Five key issues will dominate the discussions in Montreal and beyond:
( 1) The EC proposes an emergency one-year commitment on cereal prices, the reduction of sugar exports and the maintenance of present access to traditional import markets for sugar, and compliance of all GATT members with the International Dairy Arrangement minimum export prices. These are differentiated from EC proposed short-term measures in the form of commitments to reduce support (compared to a specified reference period) and to bring production under control in principal agricultural sectors. The EC insists that such action, not necessarily directly related to any eventual long-term framework, should be accomplished before negotiation over new rules is begun.
The Cairns Group has called for short-term action as a "downpayment" on a longer-term framework and is seeking to mediate the diametrically opposed US and EC positions. All participants agree that the final objective of the negotiations is a new set of effective GATT rules disciplining agricultural trade.
2.
A framework for policies to be reduced or eliminated In contrast to the trade effect, the output effect arises when national policies create incentives encouraging or discouraging production. Output distorting policies may have negative effects, such as United States and European "set-asides", that pay producers to reduce their output, or positive effects, such as price guarantees for specific grains, that pay producers to increase their output. The US, EC and many other countries currently engage in both policies simultaneously, pushing on the price support accelerator at the same time as the set-aside brake, and paying for both. Movements in the direction of decoupling are movements toward more output neutral policies.
"Decoupled" agricultural policies are defined as measures that, in principle, provide neither positive nor negative incentives to produce a given crop. Decoupled payments could be provided through direct income payments, a positive/negative tax scheme, a minimum income insurance program or some other variation. So long as freedom exists for farmers to grow whatever crops are most marketable, the program would be more decoupled from planting decisions than currently. In the absence of artificial stimulation to produce or not to produce, farmers make more planting and marketing decisions on the basis of market prices. Decoupling thus relates specifically to output effects of various agricultural policies, and the supply-response distortions that result. Still, it cannot be held that these payments will have zero effects on production, since the income could be invested in additional output. Naturally, the lower the payment, the less the incentive. Decoupling is thus best described as a matter of degree, with some policies having fewer output effects than others.
In a GATT context, a series of limits on acceptable policy could be set with respect to both trade and output effects, with all agricultural policies constrained to fall within certain arbitrary bounds over a period of ten years. The purpose of the bounds would be to move away from both positive and negative trade and output distortions, toward more trade and output neutrality. These bounds may, of course, be biased toward either positive or negative production or trade incentives, depending on the negotiated agreements. However, these objectives relate directly to the capacity of governments to "sell" agricultural and trade policy reforms, and may be crucial to a final package of domestic and trade policy changes.
One manner of addressing some of these concerns is to move away from production-oriented support measures towards more output-neutral (decoupled) direct payments to farmers. A key problem is that direct payments are often seen as "welfare for farmers". However, it can be argued that current payment schemes, notably payments per acre in the United States and European Communities, are less equitable than welfare in the sense that the largest farmers receive the largest payments. Welfare objectives may be made more acceptable if obligations accompany the receipt of direct payments. One politically attractive option with sound economic justifications is to link direct income supports to a program of environmental improvements, including retirement of environmentally sensitive lands. By taking carefully targeted fragile lands out of production, the primary effect would not be supply control, but a shift in cultivation patterns onto those lands most able to support sustainable productivity gains over time.
Retirement of fragile lands would also substantially reduce erosion and pollution, and offset the costs of direct income transfers. In summary, there are certain areas of universal concern in which discussion and potential progress is likely. First, some resolution of short versus long-run reforms must be made. Second, it appears that movement towards less trade-and output-distorting policies will remain a core concept. The trade effects of policies must be ranked according to their relative distorting effects, allowing acceptable bounds to be established as a basis for further negotiation. In order to make output effects (and thus decoupling) operational from a negotiating perspective, they must be clarified and related to particular policies, so that a given policy is understood as more or -17 -less "decoupled" than another. Similar bounds should then be established to limit policies with extremely negative or extremely positive output distorting effects.
Third, social welfare objectives of agricultural policies will inevitably be a part of the discussion. These issues may appear tangential to trade or output effects, but are crucial in selling policy reforms to domestic public interests. All negotiators must be able to justify to their constituents (commodity and consumer groups)
that they have gotten a "fair deal" in GATT. If, for example, this deal involves decoupling, then decoupling must be acceptable to the farm and non-farm public alike. Linking it to environmental policy reforms may help its acceptance through the impact on rural development and employment objectives. Nor can the issue of food security be sidestepped; it will be important to guarantee supplies to major importers as part of a final agreement, consistent with the rules of GATT.
Fourth, the issue of LDC treatment is likely to remain. It is possible that offers of access and, if necessary, special and differential treatment will be made. But there are risks in this approach. If the LDCs are exempted from GATT disciplines agreed to by the United States, the European Communities and Japan, these major players could possibly move outside of GATT to conduct agricultural negotiations, closing off LDC market access. GATT must also remain sensitive to the IMF and World Bank attempts to have LDCs discipline their own pricing policies. A real opportunity exists to bring LDCs into the same output and trade framework as the developed countries.
The role of GATT in removing LDC market distortions that decrease output through subsidies to consumers, and reducing trade distortions arising from import substitution strategies, may eventually be even more important to growth in world trade than reforms in developed agricultural economies.
Finally, there is potential for long, drawn out and exceedingly complex negotiations over health and sanitary regulations. Because of their complexity, and different national attitudes toward health and sanitation, this area has the potential to become a negotiating bog (not unlike the PSE), stalling real progress on other issues. Beyond general agreements to pursue more uniform regulatory standards and improve notification and consultation procedures, it will be exceedingly difficult to achieve major "H&S" accords in this round, although the groundwork for such accords could perhaps be laid.
It must be remembered that the Uruguay Round involves fourteen other negotiating areas besides agriculture, and that important crosscutting deals will ultimately be made. Nevertheless, this round is being regarded as a make-or-break event, the results of which will affect domestic agricultural policies in much of the world. For the nations meeting in GATT, liberalizing agricultural trade will require political courage and practical diplomacy. The failure to do so will result in enormous costs to importers, exporters, producers and consumers in the North and South alike.
